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Investment Trusts 
IN V E S T M E N T trusts, which have had an important place in the develop-
ment of British finance during the past 
fifty years, have only in the last decade 
received the attention of financiers in 
America. The rapid rise of the United 
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States to its present influential position 
in world finance and the increasing ten-
dency of the average American to invest 
in securities of some form or other, have 
given considerable impetus to the forma-
tion and growth of investment trusts in 
this country. 
By means of the investment trust, the 
combined funds of many investors are 
utilized to purchase a wide variety of 
securities. Safety of principal is attained 
through diversification, while the individ-
ual investor is relieved of the responsi-
bility of watching the several investments. 
The investment portfolio is so managed 
that in addition to a good average yield 
in interest and dividends on securities, 
capital gains may be realized through a 
proper turnover policy, with a minimum 
of capital losses. 
Many of the investment trusts in the 
United States have been organized along 
lines similar to those followed by the older 
British investment trusts. Some of these 
trusts have issued preferred stocks and 
bonds in addition to common stock. 
These securities may be purchased or sold 
at current market values just as those of 
corporations in other fields. The success 
of the English companies is due primarily 
to the fact that they issued their per-
petual debenture stock and preference 
shares at a time when money was cheap. 
The holders of common shares, therefore, 
have received the benefit of the surplus 
earnings on the capital provided by the 
holders of the other two classes of securities. 
There is a tendency in America, how-
ever, to put all of the contributors to the 
investment fund in the same class. Partici-
pating certificates or beneficiary shares 
which are non-transferable are issued. 
The holder of a certificate of this character 
has a proportionate interest in the total 
value of the fund. He may withdraw from 
the joint fund at any time and receive, in 
cash, an amount equivalent to the market 
value of his share of the joint investment. 
One investment trust of the latter type 
which is organized for the purpose of 
affording investors the advantage and 
protection of sound investment manage-
ment, is conducted on the principle that 
to invest in a diversified group of good 
common stocks is the wisest policy. The 
fund is managed by a company incor-
porated for that purpose for an annual 
fee of one-half per cent of the total value 
of the investment fund. While the port-
folio of many investment trusts may in-
clude several hundred different securities, 
this company, to permit effective super-
vision, is limited to twenty common stocks. 
Not more than 10% of the fund may be 
invested in the securities of any single cor-
poration nor may more than 10% of the 
• total stock of a corporation be controlled by 
the company managing the investment 
fund. The total value of the assets in the 
fund is determined each day by adding 
to the cash and loans, the market value 
of the securities held on the basis of clos-
ing quotations. A certificate holder may 
ascertain the value of his shares on any 
day in case he wishes to withdraw his 
proportionate interest in cash or perhaps 
negotiate a loan through his banker, 
giving his certificate as collateral. 
The majority of investment trusts, how-
ever, are not operated in such a restrictive 
manner. British investment trusts fre-
quently underwrite new issues of securities 
which are sound, holding them until their 
true worth is reflected in market values. 
Whether or not investment trusts in the 
United States will take an active part in 
the field of financing is problematical. 
Their directors frequently have consider-
able freedom in making foreign invest-
ments, thereby promoting foreign credit 
through the export of capital which other-
wise would not be exported if the initiative 
were left to individual investors. It is 
through the operation of the investment 
trust that the small investor may become 
influential in the financial world, whether 
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the capital is used to encourage foreign 
trade or is invested in domestic enter-
prises which are fundamentally sound. 
The success of an investment trust rests 
primarily in the management of the port-
folio. The personnel of the management, 
therefore, is of paramount importance. 
In addition to the necessity for opportune 
purchasing and selling of securities, it is 
essential that the fund be augmented 
through reinvested earnings. A reserve 
built up in this manner at compound 
interest will permit the payment of sub-
stantially increased dividends in later 
years. 
Although special emphasis is made of 
the advantages of investment trusts to 
small investors, the investment trust, if 
properly managed, affords an opportunity 
to any one desiring to be relieved of the 
burdens of supervising his investments to 
obtain safety of principal through diversi-
fication, a good average yield, and mar-
ketability. The difficulties which endowed 
institutions and others in charge of trust 
funds have incurred in maintaining the 
principal in the face of a depreciating 
currency call for careful investigation 
by trustees in general as to the long 
term investment possibilities of invest-
ment trusts. 
Those persons who for one reason or 
another have developed a keen interest 
in investment trusts are referred to In-
vestment Trust Organization and Manage-
ment, by Dr. Leland Rex Robinson, which 
so far is the only book in American litera-
ture which attempts to give a compre-
hensive discussion of the problems arising 
in the operations of investment trusts. 
